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KEY ECONOMIC INDICATORS 


(millions of U.S. dollars unless indicated) 


1989 1990 1991 prov. 
Domestic Economy 

Population (millions) 15.9 16.4 16.9 
GDP, 1987 prices* 4,063.0 4,450.0 
Per capita GDP, dollars* 256.0 263.0 

% change 7.4 5.0 
Industrial growth rate (percent) N/A 
Agricultural growth (percent) N/A 
Annual inflation rate (year end) 34.9 


Balance of Payments 
Exports (F.O.B.) 177.0 


Imports (C.I.F.) 648.0 550.0 
Trade Balance -360.0 -373.0 
Current-account balance -390.0 -444.0 
External aid (grants and loans) 353.0 422.0 
Foreign debt (year end) 1,624.0 2,592.0 
Debt-service ratio (percent) 74.0 
Gross forex reserves 96.0 
Official exch. rate (ann. avg.)** 220.0 


U.S.-Uganda Trade 
U.S. exports to Uganda (F.A.S.) 23.0 


U.S. imports from Uganda (C.I.F.) 40.0 

U.S. share of Uganda exports (%) 14.0 

U.S. share of Uganda imports (%) 3.0 

U.S. bilateral aid 
Economic (fiscal year) 24.0 59.0 
Military oi oh 


Principal U.S. exports: Vegetable oil, tallow, used clothing. 
Principal U.S. imports: Coffee. 


*Calculated using 1987 exchange rate of 60 shillings per dollar 
** Shillings per dollar 

Note: Accurate, consistent data for Uganda are not available. 
Data should be treated as best estimates. N/A = Not Available 
Sources: Government of Uganda, IMF, U.S. Embassy estimates. 





SUMMARY 


Since the 1986 ascendency of the National Revolutionary Movement 
(NRM), gross domestic product (GDP) growth has averaged slightly 
over 6 percent. Although a portion of this growth represents a 
recovery from past problems, it is mainly a result of the 
stabilization and adjustment measures put in place by the 
government, with the support of the multilateral agencies and 
bilateral donors. Nevertheless, the legacy of administrative 
controls over the economy remains, as does inefficient public 
management patterns. These problems will be overcome only as 
systems are revamped with an eye towards encouraging the 
development of the private sector. 


Uganda’s balance of payments is strongly imbalanced. 
Significant external financing is required in order to cover a 
current account deficit that is between 5 and 10 percent of 
GDP. The recent sharp drop in the world price of coffee, 
Uganda’s major foreign exchange earner, has worsened an already 
bad problem. Uganda has a huge trade deficit and a debt 
overhang equivalent to one year’s GDP. With exports small 
relative to GDP, the implicit debt service ratio is quite 
unfavorable. The structure of Uganda’s debt, with about 
two-thirds owed to multilateral agencies, means that 
rescheduling cannot provide significant savings. Despite these 
problems, the government has moved to manage exchange rate 


devaluation in keeping with domestic inflationary pressures. 
The government has also put exchange rate determination on a 
market basis through a foreign exchange auction system. 


As Uganda’s economy liberalizes, trade and investment 
opportunities increase for U.S. companies. A majority of these 
trade opportunities are major projects funded by the World Bank, 
the African Development Bank, and the U.S. Agency for 
International Development (USAID). These major projects are 
designed to rehabilitate Uganda’s infrastructure; particularly 
in the areas of energy renewal, transportation, 
telecommunications, and agriculture. Moreover, U.S. investors 
will find considerable investment opportunities in areas such as 
mining, tourism, agriculture, food processing, and banking. 
Uganda enacted a new Investment Code in 1991. The code provides 
attractive investment incentives such as import duty and sales 
tax exemptions, and a maximum five-year exemption on 
corporation, income, and dividend taxes. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Annual Domestic Economic Performance: Six years into the NRM’s 
reign, economic growth has averaged slightly over 6 percent, or 
about 3 percent in per capita terms. Inflation has been reduced 
from a triple digit level to about 35 percent at year end 1991. 
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A more recent slowdown in growth (under 6 percent in 1990 and 
1991) and an increase in inflation (35 percent in 1991 compared 
with 25 percent in 199C) should be taken in context, and the 
latter should not detract from the positive overall picture 
unless further inflationary pressures are generated by 
government actions. The economy’s positive performance over the 
period is attributable not only to a return of stability to the 
country, but also to the favorable policy and regulatory 
framework that the NRM is endeavoring to put into place. 


Agriculture: Agriculture has always been the backbone of 
Uganda’s economy, and this is unlikely to change for the 
foreseeable future. Agriculture accounts for over 50 percent of 
GDP and makes up 100 percent of Uganda’s exports. Tobacco, tea, 
cotton, and coffee are Uganda’s traditional exports. Coffee is 
currently the primary export earner for Uganda, representing 
about 70 percent of merchandise export receipts. Recent 
liberalization measures by the government (including a sharp 
reversal in the low prices paid to producers and a broadening of 
the market to permit competition in exports) have had a salutary 
effect on production and exports. Given the economy’s 
dependence on coffee exports and the underdeveloped state of the 
non-coffee export base, coffee will continue to play an 
important part in the economy during the push to diversify into 
other commodity exports. 


Prices: As noted above, Uganda’s current inflation rate is 35 
percent. This is significantly above the program targets 
established between the government and the multilateral agencies 
guiding Uganda’s stabilization and adjustment efforts. One 
important reason for the resurgence in the inflation rate during 
1991 was the fact that there was a delay in disbursing large 
amounts of development assistance during the latter part of 
1991. As a result -- and despite the fact that the domestic 
fiscal situation was on target -- the government resorted to 
domestic borrowing in the absence of expected external 
assistance. With a resumption of external assistance in the 
first half of 1992, the government hopes to be able to recover 
lost ground in the battle against inflation. 


A key element in the government’s adjustment program is to move 
the price of foreign exchange to a market-determined basis. The 
inflation problems have had a predictable effect on the exchange 
rate and its ability to improve Uganda’s external 
competitiveness. Committed as it has been to such improvements, 
the government has regularly devalued the shilling to account 
for the divergence between Uganda’s inflation rate and that of 
its trading partners. A central element of this exchange system 
management has been the early 1992 introduction of an auction 
system for allocating foreign exchange according to market 
dictates. The purpose of the auction is to remove the government 
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from the business of allocating foreign exchange for the 
majority of imports. 


Balance of Payments: Uganda currently purchases around $600 
million in merchandise imports, about three times the value of 
its exports. This unfavorable trade deficit, combined with 
external interest payments that equal about one third the value 
of exports, yields a current account deficit that is 5 percent 
of GDP. Given Uganda’s lack of creditworthiness, the current 
account (plus debt service needs) is balanced by external 
assistance, running at about $500 million in grants and loans. 
In light of Uganda’s very positive performance in its 
stabilization and adjustment program, high level financing is 
expected to continue. It is important that support of this 
magnitude continue if Uganda is to sustain growth. Continued 
adherence to adjustment program targets is likely to find donors 
willing to provide this level of assistance. Indeed the foreign 
exchange auction, at this stage completely dependent on donor 
support, has received forward funding for six months, an 
indicator of donor optimism about the overall adjustment program. 


External Debt Overhang: Uganda, as a result of past borrowing, 
has a stock of external debt that is significantly larger than 
its annual GDP. Unfortunately, a large part of the external 
debt (nearly two-thirds) is owed to multilateral creditors and 
is therefore unreschedulable. The balance, to bilateral 
creditors (just under one-third) and commercial creditors (about 
5 percent), has generally been dealt with by nonpayment, as 
Uganda has serviced multilateral debt to ensure continued access 
to broader external financial support. Debt service 
requirements (excluding clearing of arrears) currently stand at 
about three-quarters the value of exports (of goods and 
services), and arrears have been steadily mounting over the past 
few years. Arrears as of June 1991 reportedly account for about 
15 percent of outstanding obligations overall, and about 80 
percent of outstanding commercial obligations. 


Government Budget: Uganda’s budget commands a relatively small 
share of the country’s resources, compared with average national 
budgets in Sub-Saharan Africa. Government expenditures, after 
remaining a fairly constant 13 percent of GDP over the past few 
years, increased to nearly 17 percent in 1990/1991. Over the 
same period, domestic revenues have been very low (well below 10 
percent of GDP), and government deficits have been an 
unacceptably high ratio to GDP. Prior to this past year, 
financing of the budget deficit has been primarily through 
domestic borrowing. However, in 1990/1991 Uganda was able to 
increase the extent to which foreign budget financing eased the 
pressure on domestic credit creation and concomitant inflation. 
Over the next three years, in line with Uganda’s adjustment 
program, the after-grant budget deficit is expected to drop to a 
more manageable 2-percent of GDP. In addition to encouraging 
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the government to prudently expand overall budgetary outlays, 
the donor community is counseling the government to reduce the 
proportion of the budget that finances defense and internal 
security considerations (in 1990/1991, about 40 percent of the 
budget) and increase allocations for social sectors (health and 
education totaled only 21 percent of the budget in 1990/1991). 


Reforms in the Policy Framework 


The current wave of economic reforms began at the government’s 
own initiative, with the ushering in of an Economic 
Rehabilitation Program in 1987. Arrangements with the World 
Bank and the IMF followed soon thereafter, and have continued. 
The stabilization focus of the IMF’s agreements with Uganda has 
resulted in (1) a sharp drop in inflation, (2) a better-managed 
government budget, (3) much-improved exchange system management, 
and (4) reduced external imbalances through the mobilization of 
donor support. The adjustment focus of the World Bank’s 
successive programs in Uganda has resulted in (1) dramatic 
liberalization in agricultural markets, (2) steps to move 
government out of productive activity through privatization 
efforts, (3) the launching of a civil service reform progran, 
(4) initial efforts to resolve outstanding expropriated property 
issues, (5) movement of the foreign exchange allocation system 
to a market basis, (6) the creation of an independent revenue 
authority, and (7) the establishment of new procedures for 


approving capital investment in Uganda. Many of these 
activities are well-advanced, and government commitment appears 
to most observers to be strong. The result of all these efforts 
has been a visible improvement in the investment climate in 
Uganda. Nevertheless, the legacy of administrative controls 
over the economy remains, and will only be eroded as revamped, 
more efficient systems are put in place. 


IMPLICATIONS FOR THE UNITED STATES 


As Uganda’s economy liberalizes, it becomes increasingly 
possible for competitive U.S. firms to participate in the 
country’s development and growth. The large influx of 
project-related external financing continues. Although much of 
this financing is tied, and thus not available to U.S. firms, 
this is not the case with respect to project funding by World 
Bank (currently running at about $50 million per year). Nor is 
it the case with USAID’s project financing. Uganda’s recent 
move to a foreign exchange auction (and away from traditional, 
administratively allocated, import support programs) allows 
importers to decide on their sources of supply, based upon 
financial rather than administrative considerations. The 
increasing liberalization and consequent moves toward less 
ideological decision-making in Uganda provide improved 
opportunities for U.S. investors. European suppliers have an 
obvious competitive edge: the lower transport rates in shipping 
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goods from Europe to Uganda. In addition, because this 
advantage has been operating for a long time, Ugandan importers 
tend to be better acquainted with European suppliers, and thus 
tend to gravitate easily toward them. This advantage was 
enhanced in past years by supporting imports through 
source-specific commodity import programs. U.S. firms should 
seek means for overcoming the disadvantage of higher transport 
costs. One means is by stressing the competitiveness of their 
products on the basis of either superior quality or lower unit 
prices. 


American exports to Uganda totaled $13 million in 1991. U.S. 
exports to Uganda concentrate on items such as vegetable oil, 
tallow, and used clothing. American imports from Uganda totaled 
$18 million in 1991. The main import item was coffee. 


Best prospects for sales of American products are those that 
will serve Uganda’s large agricultural sector. These are 
agricultural equipment, including processing equipment for oil 
and cereals and agricultural inputs such as seeds, fertilizers, 
and pesticides. Other opportunities for U.S. sales are major 
projects financed by the multilateral banks which include the 
extension of the Owen Falls electrical power plant, 
pharmaceuticals, hospital and health center equipment, and 
supplies such as protective gear and syringes. Finally, as 
Uganda continues to expand its exports, there is a growing need 
for packaging equipment such as glass, metal, plastic, and 
cardboard. 


For U.S. firms interested in importing Ugandan products, there 
are also improved opportunities as a result of recent economic 
liberalization measures. As discussed above, Uganda’s exports 
are primarily agricultural, perhaps limiting the extent to which 
U.S. importers may be interested in Uganda’s exports. However, 
a large portion of current U.S. imports from Uganda is coffee, 
and there are opportunities for U.S. firms to become more 
directly invclved in the Ugandan coffee sector at an earlier 
stage in the marketing chain. Whereas until fairly recently all 
coffee exports were handled by a parastatal marketing board, 
that monopoly has been broken, and producer groups are 
increasingly being licensed to export. For example, a U.S. firm 
has successfully negotiated an arrangement directly with a 
coffee-producing cooperative to provide coffee for export. 

There may be other opportunities of this nature. 


Finally, the investment climate has improved markedly, at least 
in terms of the documentation and approval requirements for 
potential foreign investors. Uganda, with the encouragement of 
external donors, enacted a new Investment Code early in 1991. 
This code reversed long-standing official (and statutory) 
antipathy toward foreign investment and includes standard 
provisions regarding investment incentives, profit repatriation, 
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and protection against expropriation of assets. To qualify for 
incentives, the investment must be in one of the following 
priority areas identified by the government: crop processing, 
oil milling, meat and fish processing, forest products and paper 
production, chemical industries, glass and plastic containers, 
textiles and leather industries, mining, ceramics, building 
materials, steel industry, tools and machinery, spare parts, 


high technology industries, real estate development, banking, 
and packaging. 


The code also provides for the creation of the Uganda Investment 
Authority, which is a "one-stop shop" to streamline investment 
procedures and to offer advice and assistance to potential 
investors. The Authority, now in operation, has begun to handle 
investment applications. Supporting the Authority in its 
efforts is a strong and active Uganda Manufacturers’ 
Association, which is keen to reach out to joint venture 
partners and which welcomes new investment in the country. 


Large U.S. firms with significant investment in Uganda are the 
Exxon and Caltex petroleum companies. U.S. investor interest in 
Uganda is increasing, particularly from firms with experience in 
Africa, as the negative impression left by previous Ugandan 
governments fades into the past. A mission of U.S. firms, 
sponsored by the Overseas Private Investment Corporations, 
visited Uganda in May 1992. 


Businesses with specific question on Uganda may wish to contact 
the U.S. Department of Commerce Desk Officer, Room HCHB 3317, 
Washington, D.C. 20230, tel: 202/377-4564, fax: 202/377-5198; 
or the Economic/Commercial Counselor at the American Embassy 
Kampala, P.O. Box 7007, Kampala, Uganda. 


*U.S. Government Printing Office : 1992 - 311-913/40052 





